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OPPORTUNITY FOR US-BASED
FRANCHISES IN MEXICO: LEGAL
OVERVIEW AND POTENTIAL PITFALLS
Lorelee P. Dodge*

I.

INTRODUCTION

RANCHISES represent a growth engine for the Mexican economy. Over the past two years, the gross domestic product of Mexico grew 4 percent annually.1 But franchises grew almost three
times that rate, posting a 9-12 percent increase in 2011.2 The largest sector among these franchises is the3 food and beverage sector, with approximately one-third of the market.
Underpinning this franchise industry is a set of industrial property laws
and improvements in the administration of industrial property rights,
such as trademarks. In 2012, for example, applications to register a trademark in Mexico increased 64 percent, and the number of registered trademarks grew by 20 percent.
Headlines also highlight the growth of franchises in Mexico. For instance, Burger King recently formed a joint venture in Mexico with Alsea, a leading restaurant operator in Latin America. 5 The joint venture
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1. GDP Growth (Annual %), Tin WORLD BANK, http://data.worldbank.org/
indicator/NY.GDP.MKTP.KD.ZG (last visited Feb. 27, 2014) (growth of Mexico's
GDP was 3.9% in 2012 and 3.88% in 2011).
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2. U.S.

DEP'T. OF COMMERCE, FRANCHISING A

Top

EXPORT FOR MEXICO 1

(June

2012) [hereinafter FRANCHISING MExIco REPORT], available at http://www.global
trade.net/f/business/pdf/Mexico/Distribution-Networks-Franchising-Franchising
.html.
3. Id. at 2.
4. MEXICAN INSTITUTE OF IN1)USTRIAL PROPERTY, ANNUAL REPORT 2012, 13-14
(2012) [hereinafter IMPI ANNUAL R1PORI" 2012], available at http://www.impi.gob
.mx/QuienesSomos/Documentos%20Varios/IA2012.pdf#search=2012%2OAnnual
%20Report.
5. Press Release, Burger King Worldwide, Inc., Burger King Worldwide, Inc. and
Alsea, S.A.B. de C.V. Sign New Joint Venture to Significantly Expand Brand Presence in Mexico (Dec. 12, 2012), available at http://investor.bk.com/conteudoen
.asp?idioma=l&tipo=43682&conta=44&id=164418.
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will obtain operating control of all Burger King restaurants throughout
Mexico. 6 As one of the largest franchisees in Mexico, Alsea also operates
584 Domino's, 367 Starbucks, and an increasing number of P.F. Chang's
7
restaurants.
Yet despite this recent activity, foreign-based franchises have a small
share of the franchise market in Mexico. Currently, 80 percent of all
franchises in Mexico are Mexican-based franchises; 8 U.S.-based
franchises have only a 10 percent share of the market, leaving significant
opportunity for expansion. 9
An initial step for any franchisor contemplating entering the Mexican
market is to learn how Mexico's laws could affect a franchisor. Consequently, the purpose of this paper is two-fold. First, this paper outlines a
legal framework relating to franchise operations in Mexico. Second, this
paper identifies specific areas of law that may represent a challenge for
franchisors in Mexico and suggests approaches to navigate the potential
pitfalls. In particular, this paper discusses Mexico's enforcement of industrial property rights, Mexico's membership in the Madrid Protocol,
and specific provisions in a franchise agreement to help address challenges posed by local laws.
I. MEXICAN LAWS GOVERNING FRANCHISES
Franchises in Mexico are governed primarily by the Industrial Property
Law (IPL) 10 and the Regulations under the Industrial Property Law
(Regulations). 11 The objective of the IPL is to protect industrial property
(the IPL uses the term industrial property instead of intellectual property) through registration requirements and enforcement.' 2 For example,
the IPL protects trademarks and patents against third parties through its
registration system.' 3 In addition, the IPL protects prospective franchisees by requiring a franchisor to make specific disclosures before executing a franchise agreement. 14 Furthermore, the IPL protects a franchisor's
industrial property by requiring a franchisee to keep confidential any pro6. See id.
7. See ALSEA, S.A.B. DF C.V., INFORME ANUAL 2012 [ANNUAL REPORT 2012], 2-3,
available at http://www.alsea.net/uploads/pdf/en/annual-report-msm_2012.pdf.
8. See FRANCHISING MEXICO REPORT, supra note 2, at 1.
9. See id.
10. See Ley de a la Propiedad Industrial [Industrial Property Law], as amended Jan.
25, 2006, Diario Oficial de la Federaci6n [DO], 27 de junio de 1991 [hereinafter
IPL], available at http://www.wipo.int/wipolex/en/text.jsp?file-id=265701 (the IPL
was first enacted June 28, 1991).
11. See Reglamento de la Ley de ]a Propiedad Industrial [Regulations under the Industrial Property Law], as amended Jun. 10, 2011, arts. 1-3, Diario Oficial de ]a
Federaci6n [DO], 18 de noviembre de 1994 [hereinafter Regulations under the
IPL], available at http://www.wipo.int/wipolex/en/text.jsp?file-id=128786.
12. See IPL, supra note 10, arts. 2 (the objectives of IPL), 6 (the enforcement of IPL).
IPL was enacted on June 27, 1991, to create a more robust and integrated framework to protect industrial property. The law also repealed and replaced both 1982
Transfer of Technology Law and 1990 Transfer of Technology Regulations.
13. See id. arts. 38-61 (patent registration), 87-95, 113-35 (trademark registration).
14. See id. art. 142.
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prietary information that the franchisee obtained during the course of its
relationship with the franchisor-even after the termination of the
15
franchise agreement.
The governmental agency charged with applying the IPL is the Mexican Institute of Industrial Property (IMPI). 1 6 IMPI oversees the registration and enforcement of patents, trademarks, and other industrial
property rights. 17 IMPI is similar to the United States Patent and Trade8
mark Office (USPTO) in terms of a registry for patents.' But unlike
individual patent holders in the United States who enforce their own patent rights, IMPI is the primary investigator and enforcer of patent infringement in Mexico.19
In addition to the IPL and the Regulations, five other Mexican laws are
also pertinent to franchises. The Commerce Code 20 and the Federal Civil
Code 21 contain the general rules for contracts, including the principle of
freedom to contract. This means that parties to a franchise agreement
may agree to their own terms, except where the IPL expressly regulates
the contents of a franchise agreement.2 2 Second, the Federal Economic
Competition Law (Antitrust Law) represents Mexico's Antitrust Law and
prohibits monopolistic practices such as the distribution of goods and services that impede competition.2 3 Third, the Federal Consumer Protection
Law is relevant because it regulates the sale of goods and services to consumers by prohibiting various practices in advertising, credit, and warranties.2 4 Fourth, the Federal Labor Law (Labor Law) applies to every
enterprise operating in Mexico. 25 These laws impose various requirements, such as the mandate that 90 percent of an enterprise's employees
See id. art. 142 bis. 2.
See Regulations under the IPL, supra note 11, arts. 1-3.
See id. arts. 5, 24-49 (registration of patents), 53-68 (registration of trademarks).
See id. arts. 5, 24-49. Once a patent is submitted to the IMPI, the Divisional Bureau of Patents is responsible for processing patents and granting registration. See
IMPI ANNUAl REPowR 2012, supra note 4, at 5.
19. See Regulations under IPL, supra note 11, arts. 69-74.
15.
16.
17.
18.

20. See C6digo de Comercio [CCo] [Commercial Code], as amended Aug. 27, 2009,
Diario Oficial de la Federaci6n [DO], 7 de octubre de 1889 [hereinafter Commercial Code], available at http://www.wipo.int/wipolex/en/text.jsp?file-id=199811.

21. See C6digo Civil Federal [CC] [Federal Civil Code], as amended Jan. 28, 2010,
Diario Oficial de ]a Federaci6n [DO], 26 de mayo, 14 de julio, 3 y 31 de agosto de
1928 [hereinafter Civil Code], available at http://www.wipo.int/wipolex/en/text.jsp?
fileid=199821.
22. See Commercial Code, supra note 20, arts. 1-5, 78; see also Civil Code, supra note
21, arts. 1, 12, 16, 1832, 1839, 1858.
23. See Ley Federal de Competencia Economica [LFCE] [Antitrust Law], as amended
Jun. 28, 2006, arts. 1-3, Diario Oficial de la Federacion [DO], 24 de diciembre de
1992 [hereinafter Antitrust Law], available at http://www.wipo.int/wipolex/en/

text.jsp?file-id=220727#LinkTarget_766.
24. See Ley Federal de Proteccion al Consumidor [LFPC] [Federal Consumer Protection Law], as amended Aug. 19, 2010, art. 1, Diario Oficial de la Federacion [DO]
24 de diciembre de 1992 [hereinafter Consumer Law], available at http://

www.wipo.int/wipolex/en/text.jsp?file-id=200325.
25. See Ley Federal del Trabajo [LFT] [Federal Labor Law], as amended Jan. 17, 2006,
art. 1, Diario Oficial de la Federacion [DO] 1 de abril de 1970 [hereinafter Labor
Law], available at http://www.wipo.int/wipolex/en/text.jsp?file-id=200305.
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be Mexican, that an employee is entitled to six days paid vacation after
one year of employment, and that a person who works on Sunday be paid
a premium of 25 percent above the ordinary wage.2 6 This law also imposes a minimum wage upon employees in the leisure industry, including
27
hotels, restaurants, and bars.
Fifth, the Federal Law for the Protection of Personal Data in Possession of Private Persons (Personal Data Law) is pertinent to franchises
because the law applies to any person who processes personal data of
identifiable persons in Mexico.2 8 Enacted in 2010, the objective of the
Personal Data Law is to better protect the privacy of personal data by
requiring that persons in possession of the data obtain the individual's
consent and provide him with a privacy notice.2 9 Franchises in the hotel
industry and those with loyalty programs will likely be impacted. Consequently, where a franchisee collects and stores customer data, it is important that the franchisor provide clear procedures to provide the customer
with a privacy notice and obtain the customer's consent before retaining
the customer's personal data. 30
III.

LEGAL REQUIREMENTS UNDER MEXICO'S FRANCHISE
LAW
Under Mexico's law, an entity is a franchise when that entity satisfies
the legal definition of a franchise. Once this definition is met, Mexico
requires a franchisor to provide disclosure documents to prospective franchisees and execute franchise agreements containing the legally-required
information. In addition to these minimum requirements, franchisors
should register their trademarks and trade secrets with the IMPI so that
their industrial property rights are effective against third parties.
A.

DEFINITION OF A FRANCHISE

In Mexico an entity is considered a franchise when it satisfies the definition of a franchise under IPL. According to article 142 of the IPL, a
"franchise exists where, together with the licensing of the use of a trademark, granted in writing, technical know-how is transferred or technical
assistance provided, so that the person to whom the license is granted can
produce or sell goods or services consistently according to the operating,
26. See id. arts. 7, 16, 71, 76.
27. Id. arts. 344-47.
28. See Ley Federal de Proteccion de Datos Personales en Posesion de los Particulares
[Federal Law for the Protection of Personal Data in Possession of Private Persons],
art. 2, Diario Oficial de laFederacion [DO], 5 de julio de 2010 [hereinafter Personal Data Law], available at http://www.dof.gob.mx/nota-detalle.php?codigo=
5150631&fecha=05/07/2010 (the regulations under the Personal Data Law became
effective December 22, 2011).
29. See id. arts. 1, 3.
30. For more detail on Personal Data Law, see, e.g., JORGE MONDRAGON, RECENT
DEVELOPMENTS IN MEXICAN LAW THAT MAY AFFECTF FRANCHISING

(2011), avail-

able at http://www.franchise.org/uploadedFiles/Franchise-lndustry/Resources/
Mexico%20Paper.pdf.
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commercial and administrative methods established by the owner of the
trademark. ' 31 This definition is broader than the rule provided by the
United States Federal Trade Commission (FTC), which requires the franchisee to make a payment or commit to making a payment to the
franchisor. 32 Moreover, the IPL definition captures any franchise operating in Mexico, including a master franchise, a sub-franchise, or an individual franchise. And IPL does not contain exemptions for particular types
33
of entities such as partnerships, joint ventures, or wholesalers. Nor does
the IPL provide exemptions for particular types of businesses such as automotive dealerships or gasoline retailers. 34 In short, the sole issue is
whether the particular business falls within the IPL's definition of a
franchise.
B.

DISCLOSURE DOCUMENT

The IPL requires that a franchisor provide a prospective franchisee
with certain disclosures a minimum of 30 days before execution of a
franchise agreement. 35 A franchisor does not need the IMPI's approval
of the disclosure document before providing it to a prospective franchisee; nor does the franchisor have to register a copy of the disclosure
document with IMPI. 36 But Article 65 of the Regulations stipulates that
a disclosure document must contain the following ten items: Franchisor's
contact details; description of the franchise; identification of the main
franchisor and years in business; description of the intellectual property
rights involved in the franchise; amount and purpose of payments made
by the franchisee to the franchisor; list of technical assistance that the
franchisor will provide the franchisee; geographic territory of the
franchise; right of the franchisee to sub-franchise to a third party; duties
of the franchisee with respect to confidential information; and the rights
and obligations of the franchisee at the conclusion of the franchise
37
agreement.
Relative to disclosures required by the FTC, disclosures under the Regulations are minimal. For instance, the FTC mandates that a franchisor
and its officers disclose whether any of them have filed for bankruptcy
within the last 10 years. 38 The FTC also requires a franchisor to describe
his prior business experience and provide details of any previous
31. IPL, supra note 10, art. 142.
32. See Disclosure Requirements and Prohibitions Concerning Franchising, 16 C.F.R.

§ 436.1(h) (2007).
33. See generally IPL, supra note 10.
34. See Jorge Mondragon, Mexico, in GErITING "rHE DEAL THROUGI: FRANCIHSE 140
(Philip F. Zeidman, ed., 2013).
35. See IPL, supra note 10, art. 142. The 30-day requirement was enacted on January
25, 2006, thus does not apply to franchise agreements executed before that date.
See generally id.
22.
36. See Mondragon Mexico, supra note 34, at 141
37. See Regulations under IPL, supra note 11, art. 65.
38. See Disclosure Requirements and Prohibitions Concerning Franchising, 16 C.F.R.

§ 436.5(d) (2007).
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franchises. 39 Moreover, under the FTC a franchisor must disclose any
pending litigation against the franchise, its directors, or its officers. 40 Yet
in Mexico, none of these items are required disclosure under either the
IPL or the Regulations.
In Mexico, the disclosed information must be accurate at the time the
document is delivered to the prospective franchisee. 41 Once this obligation is satisfied, a franchisor is not required to update the disclosure document. Where a disclosure document contains misrepresentations, the IPL
gives franchisees the right to sue the franchisor to nullify the pertinent
franchise agreement. 42 In addition, during the first year of the executed
franchise agreement, a franchisee may seek compensation up to the
amount of actual damages suffered as a result of the franchisor's non43
compliance with its disclosure obligations.
C.

FRANCHISE AGREEMENT

A franchise agreement is a contract between a franchisor and franchisee that outlines the rights and duties each party has in the operations
of the respective franchise. Under Mexican law, the franchise agreement
is governed by the Federal Civil Code, the Commerce Code, and general
principles of contract law, including the principle of freedom to contract.44 Thus, the particular terms expressed in the franchise agreement
will largely govern the franchise relationship. 45
A franchise agreement must be in writing and contain various provisions regarding the finances, operations, transfer, and termination of the
particular franchise. 46 Specifically, the IPL requires the following three
finance provisions: Level of infrastructure investment required by the
franchisee; financing and reimbursement terms; and the method to determine profit margins and the franchisee's commission. 47 Regarding operations, the finance agreement must contain the following four provisions:
Geographic zone for the franchise; merchandise supply, inventory, and
marketing procedures; technical assistance and training; and methods for
supervision, evaluation, and quality-assurance. 48 And where parties have
agreed that the franchisee may transfer its interest to a third party, the
IPL requires that any terms and conditions for an assignment be included
in the franchise agreement. 49 Finally, the IPL also stipulates that a
franchise agreement contain the following termination provisions: causes
39. See id. § 436.5(a)(7).
40. See id. § 436.5(c).
41. See IPL, supra note 10, art. 142.
42. See id.

43. See id.
44. See Commercial Code, supra note 20, arts. 1-5, 78; see also Civil Code, supra note

21, arts. 1, 12, 16, 1832, 1839, 1858.
45. See Civil Code, supra note 21, arts. 1832, 1839, 1851, 1858, 1859.
46. See IPL, supra note 10, art. 142 bis.
47. See id.
48. See id.

49. See id.
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for termination; renewal terms; and the franchisee's obligation to sell asshares to the franchisor upon termination of the franchise
sets or transfer
50
agreement.
D.

TRADEMARK REGISTRATION

Mexico provides trademark protection through a registration system
managed by the IMPI. 51 In addition, Mexico is a member of the Madrid
Protocol for the International Registration of Marks (Madrid Protocol),
trademark owners to register a trademark in multiple
which allows
52
countries.
1. Mexico's TraditionalSystem
A franchise entering Mexico may continue to use its existing trademarks in Mexico, however, under Mexico's traditional system, the trademark must be registered with the IMPI in order to be effective against
is
third parties. 53 A trademark does not need to be in use at the time it 54
registered because the IPL provides for an "intent-to-use" application.
has three years from
Specifically, the applicant for a registered trademark
55
the date of application to use that trademark.
Trademark registration in Mexico is governed by Articles 113 and 114
of the IPL, and Article 5 of the Regulations. The IPL requires applicants
for trademark registration to supply details such as the distinctive sign
constituting the trademark, the date of first use of the trademark, and the
products or services to which the trademark applies. 56 IMPI reports that
applications57with proper documentation and fees will be registered within
six months.
Where a trademark owner previously registered a trademark in another country, the IMPI will assign to its registration in Mexico the application date of that trademark in the country where it was previously
registered-as long as the application in Mexico is within the six-month
for the
window. 58 This grace period is reinforced by the Paris Convention 59
signatory.
a
is
Mexico
which
to
Property,
Industrial
Protection of
Once a trademark is registered in Mexico, it may be recognized by the
50. See id.
51. See Regulations under the IPL, supra note 11, art. 1.
52. See Press Release, World Intellectual Property Organization, Mexico Joins the International Trademark System (Nov. 19, 2012), available at http://www.wipo.int/
pressroom/en/articles/2012/article_0024.html.
53. See IPL, supra note 10, arts. 87, 136, 143, 150.
54. See id. art. 113.
55. See id. art. 130.
56. See id. art. 113.
57. See FAQ's: Trademarks, INSrITUTO MEXICANO Dl-- LA PROPIEDAD INDUSTRIAL
[IMPI] (on file with author).
58. See IPL, supra note 10, arts. 117-18; see also Regulations under IPL, supra note 11,
art. 60.
59. See Paris Convention for the Protection of Intellectual Property, art. 4(C), as
amended Sept. 28, 1979, available at http://www.wipo.int/treaties/en/text.jsp?file-id
=288514#P83_6610.
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letters "M.R." or the symbol ®.60 But if a trademark is not used for the
products or services for which it was registered during three consecutive
years, it is vulnerable to cancellation. 6' Under the IPL, a franchisee's use
of the trademark through a license recorded with the IMPI is sufficient to
show trademark use. 62 Further, a registered trademark is protected only
for ten years, and must be renewed after ten years. 63
The IPL provides the IMPI with several tools to protect a registered
trademark from possible infringement. For example, the IMPI may reject
an application for a confusingly similar trademark when the applicant attempts to apply it to similar products or services. 64 In addition, if the
IMPI registers a trademark to an unauthorized person, the purported
owner of the trademark may challenge that registration by notifying
IMPI within three; years from the publication of the unauthorized trademark. 65 Moreover, where IMPI granted a trademark registration upon
false data contained in the application, the registration becomes invalid. 66
After a trademark violation has occurred, the IMPI may take administrative action and could impose two remedies. 67 First, the IMPI may order the person who violated a registered trademark to cease selling the
pertinent goods or services and surrender those items. 68 Second, the
IMPI may impose an administrative fine based upon a statutory
formula. 69 Furthermore, where the infringement of industrial property
rights causes damages representing at least 40 percent of the public sale
price of each good or service sold, the injured party may seek damages
through a judicial proceeding. 7 0
2.

Madrid Protocol
Mexico is a member of the Madrid Protocol as of February 19, 2013. 71
The Madrid Protocol is an agreement among members to participate in a
system that registers trademarks under an international scheme. 72 The
general principle is to allow an owner of a registered trademark to protect that trademark in multiple countries by filing one application and
paying one fee. 73 But a member of the Madrid Protocol may refuse to
60.
61.
62.
63.
64.
65.
66.
67.
68.
69.
70.
71.

See IPL, supra note 10, art. 131.
Id. art. 130.
See Regulations under IPL, supra note 11, art. 62.
See IPL, supra note 10, art. 95.
Id. art. 90.
Id. art. 92.
Id. art. 151.
Id. arts. 213-14.
Id. arts. 199 bis., 219.
Id. arts. 214, 218.
Id. art. 221 bis.
See Press Release, Mexico Joins the International Trademark System, supra note
52.
72. See Protocol Relating to the Madrid Agreement Concerning the International Registration of Marks, June 27, 1989, 116 Stat. 1758, art. 2(1) [hereinafter Madrid
Protocol], available at http://www.wipo.int/madrid/en/legal-texts/trtdocswoOl6
.html.
73. Id. arts. 2(1), 8(1)-(2).
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grant protection for a particular trademark. 74 If a member does not refuse to validate a particular trademark, the protection of that trademark
is "the same as if the mark had been registered by [that country's relevant
trademark office]." '75 The International Bureau of the World Intellectual
Property Organization (International Bureau) maintains an international
the administration of the internaregistry of trademarks and provides
76
tional trademark applications.
Mexico has not yet updated the IPL or the Regulations in a manner
consistent with trademark registration requirements under the Madrid
new guidelines showing potential
Protocol. But the IMPI has published
77
users how to register a trademark.
The IMPI's guidelines distinguish between trademarks originating in
Mexico and those originating outside of Mexico. For trademarks
originating in Mexico, a person must first apply with the IMPI using the
traditional process. Once the IMPI registers that trademark, the IMPI
forwards the applicant's international application to the International Bureau. 78 For trademarks registered outside of Mexico in a country that is a
member of the Madrid Protocol, the applicant follows the procedures
outlined under the Madrid Protocol. For example, a U.S. franchisor with
a registered trademark who wants protection in Mexico could submit an
international application to the International Bureau. The applicant simply designates Mexico as a country where the franchisor wants the trademark registered. The International Bureau then forwards the application
to Mexico. The IMPI then reviews the international application and
grant registration, unless the trademark violates the IPL or another law
of Mexico. 7 9 Consequently, the trademark must still comply with Mexico's laws. But trademark registration in Mexico for a person with a
trademark registered in another country should now be more efficient,
particularly if the applicant is seeking trademark protection in numerous
countries that belong to the Madrid Protocol.

E.

TRADE SECRET REGISTRATION

According to article 82 of the IPL, a trade secret includes any industrial
or commercial information that a person keeps secret where that information is "associated with securing or retaining a competitive or eco74. Id. art. 5(1).

75. Id. art. 4(1)(a).
76. Id. arts. 2(1), 11.

77. See User Guide for Distinctive Signs, INSTITUrO MEXICANO OF LA PROPIEDAD INDUSTrRIAL [IMPI] (on file with author) (IMPI's guide provides a basic overview of
how to register a trademark with IMPI, either in hard copy or on-line).
78. See IMPI as Office of Origin, INSITUTO MEXICANO DE LA PROPIEDAD INDUSTRIAL

[IMPI], http://protocolodemadrid.impi.gob.mx/Procedimientol.htm

(last

visited Mar. 4, 2014).
79. See id.; see also Madrid Protocol,supra note 72, art. 5 (a member of the Madrid
Protocol may refuse to trademark protection in that country when the member
provides adequate grounds for refusal and the member notifies the International
Bureau within 18 months).
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nomic advantage over third parties in the conduct of economic
activities."'80 Examples of trade secrets under the IPL include production
methods, marketing processes, or means of rendering services. 81
The IPL offers some protection to trade secrets when it is registered
with IMPI. The IPL prohibits unauthorized disclosure of trade secrets. 82
This duty of non-disclosure extends to a third party who is authorized to
use that trade secret. 83 A person harmed by an unauthorized disclosure
of a trade secret may seek actual damages from either the person who
disclosed the confidential information or the person who received that
84
information.
To register a trade secret with the IMPI, a franchisor need not provide
all of the detail typically contained within a franchise agreement. Instead,
a summary description of the trade secret typically suffices. 85 But this
summary agreement must be submitted to the IMPI in Spanish. 86
IV.

POTENTIAL PITFALLS AND IMPLICATIONS FOR
FRANCHISORS

The basic legal requirements for a franchisor under Mexico's industrial
property law may appear minimal. But, weak enforcement of industrial
property rights, Mexico's recent membership in the Madrid Protocol, and
requirements imposed by local laws complicate the scenario for
franchisors.
A.

CHALLENGES TO ENFORCING INDUSTRIAL PROPERTY RIGHTS

In 2006, Mexico made significant changes to bolster its laws protecting
industrial property. Notably, Mexico amended the IPL to add a clearer
definition of a franchise, delineated information that must be disclosed to
a prospective franchisee, and mandated the inclusion of certain provisions within a franchise agreement. 87 More recently, Mexico has taken
additional steps to strengthen its industrial property laws. For example,
Mexico's membership in the Madrid Protocol should facilitate a streamlined process for trademark registration. 88 Also, the IMPI has established new procedures aimed at reducing the time to investigate and
decide complaints regarding industrial property rights infringement.
These procedures helped the IMPI resolve 14.7 percent more complaints
in 2012 than the agency resolved in 2011.89
80. IPL, supra note 10, art. 82.

81. Id.
82. Id. arts. 84-85.
83. Id. art. 84.
84. Id. art. 86.

85. See Mondragon, Mexico, supra note 34, at 139 1 7.

86. See Regulations under the IPL, supra note 11, art. 5.
87. See IPL, supra note 10.
88. See Press Release, Mexico Joins the International Trademark System, supra note
52.
89. See IMPI ANNUAL REPORT 2012, supra note 4, at 19.
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Despite significant changes in its legal framework, Mexico has a questionable record of protecting industrial property rights. At the beginning
of 2012, the IMPI had a backlog of 2,339 pending complaints regarding
infringement of industrial property rights. 9° And the total value of merchandise that the IMPI seized in 2012 as a result of copyright infringement and industrial property infringement was minimal-only 19.45
million pesos. 9' Converted to U.S. dollars, that amounts to a paltry sum
92
of $1.4 million.
Moreover, several months ago the Office of the U.S. Trade Represen93
tative issued its "Special 301 Report" and kept Mexico on its watch list.
The Special 301 Report is the product of an annual review of intellectual
94
property rights and enforcement practices by U.S. trading partners. According to this report, Mexico has "high levels of intellectual property
rights infringement (IPR). '' 95 To improve enforcement, the report recommended that Mexico "devote additional resources, bring more IPR
' '96
Eric
prosecutions, and impose deterrent penalties against infringers.
Schwartz, counsel for the International Intellectual Property Alliance,
made similar observations. According to Mr. Schwartz, Mexico continues
to have "high levels of piracy of copyrighted works."' 97 Mr. Schwartz concluded that Mexico "needs . . . improvements in its administrative enforcement mechanisms, and in its prosecutions by the courts where
adjudication of copyright infringement faces significant delays, and9 8 ...
sufficient resources to undertake all of these enforcement efforts."
Given Mexico's weak record of enforcing industrial property rights, a
franchisor should consider taking three steps to better protect its property. First, it should conduct sufficient due diligence on the prospective
franchisee to ascertain the likelihood that the party would respect the
franchisor's intellectual property. For example, the franchisor should determine whether the prospective franchisee has operated other
franchises, the duration of those franchises, and whether any suits have
been filed against that prospective franchisee. Second, the franchisor
should look for prospective franchisees that have significant investments
90. See id.
91. See id. at 23.
92. Conversion rate of 13.0492 Mexican pesos per U.S. dollar; Exchange rate as of

93.
94.
95.
96.
97.

98.

Oct. 14, 2013. Exchange Rate to Pay ObligationsEntered into in U.S. DollarsPayable in the Mexican Republic, BANCO DE MEXICO, http://www.banxico.org.mx/tip
camb/tipCamIHAction.do (last visited Mar. 4, 2014).
OFICE OF TIIE U.S. TRADE REP., ExEC. OIFICE OF THE PRESIDE-NT, 2013 SPECIAL
301 REPORT 6 (May 2013) available at http://www.ustr.govlsites/default/files/
05012013%202013%20Special%20301%2OReport.pdf.
Id. at 4.
Id. at 51.
Id.
Participationof Mexico in the Trans-Pacific PartnershipTrade Negotiations: Hearing on USTR-2012-0014 Before the Trade Policy Staff Comm. of the Office of the
U.S. Trade Rep. 112th Cong. 2 (2012) (testimony of Eric J. Schwartz, Counsel,
International Intellectual Property Alliance), available at http://www.iipa.com/pdf/
2012_Sepo4_MexicoTPPHearingAppearanceandTestimony.PDF.
Id. at 3.
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with other franchisors. Such investments in existing businesses may deter
the prospective franchisee from violating the franchisor's intellectual
property rights lest the prospective franchisee jeopardize its relationship
with one of its other franchisors.
Third, a franchisor should consider requiring that any person who has
access to the franchisor's trade secrets sign a confidentiality agreement. 99
In Mexico, confidentiality agreements are enforceable where a breach of
the agreement violates IPL and that agreement contains liquidated damages. 100 The IPL protects trade secrets, and a person's non-authorized
use of a trade secret violates the IPL. 101 Also, the Civil Code expressly
provides that a contract may contain a penalty, or liquidated damages, for
breach of a contract obligation. 102 Thus, a franchisor should have a good
chance of enforcing a liquidated damages clause in the event that a party
breaches an agreement to keep the franchisor's trade secrets
03
confidential.1

B.

MADRID PROTOCOL

The Madrid Protocol represents a significant improvement for U.S.based franchisors that seek to obtain protection in Mexico for their existing trademarks. 0 4 The system is designed, and hopefully will deliver, a
single international trademark application that will eliminate the need to
file separate applications in separate countries. 05 Currently ninety-one
06
countries are members to the Madrid Protocol.'
Despite these positive advancements, a couple pitfalls are nonetheless
present. First, the applicant for international registration must classify
the trademark's relevant product or service.' 0 7 The Madrid Protocol prefers that the applicant use one of the forty-five classifications provided by
the Nice Classification, but the applicant is not required to do so.108 Because the Madrid Protocol does not mandate a single classification system, it would not be surprising to see disagreements between an applicant
See IPL, supra note 10, art. 84.
See Mondragon, Mexico, supra note 34, at 143 $ 34.
See IPL, supra note 10, arts. 84-86.
See Civil Code, supra note 21, arts. 1840, 1843-44, 1851.
For a sample liquidated damages clause see, e.g., Robert Lauer & Joyce Mazero,
Impact of Other Local Laws, in FUNDAMENtALS OF INTERNATIONAL FRANCIIISING 143 (Will K. Woods ed., 2nd ed. 2013).
104. See Press Release, Mexico Joins the International Trademark System, supra note
52.
105. See Madrid Protocol, supra note 72, art. 2(1).
106. See WIPO-Administered Treaties: Contracting Parties to the Madrid Protocol,
99.
100.
101.
102.
103.

WORLD INTEL1 ECTUAL PROPE1-TY ORGANIZATION,

http://www.wipo.int/treaties/
en/ShowResults.jsp?treaty-id=8 (last visited Mar. 4, 2014).
107. See Madrid Protocol, supra note 72, art. 3(2).
108. Id.; see also WORLD INTELLE.'rUAI PIOP. ORG., INTI1ERNATIONAL CLASSIFICATION
OF GOODS AND SERVICES FOR THE PURPOSES OF REGISTRATION OF MARKS XiX

(10th

ed. 2011) [hereinafter NICE CLASSIFICATION], available at http://
www.wipo.int/classifications/nivilo/pdf/eng/nice/10 engpl.pdf (currently the Nice
Classification contains forty-five classes, thirty-four for goods and eleven for
services).
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and a member country regarding an applicant's particular classification.
For example, Frances Jagla, a former member of the International Trademark Association's Board of Directors, anticipates a rise in the number
of Mexico's rejected trademark registrations based on disagreements
about goods and services classifications.1 0 9
A second problem is the dispute resolution procedure under the Madrid Protocol. In the event that a member of the Madrid Protocol refuses
to approve the applicant's international registration, the applicant must
resolve the issue with that particular country. 110 The International Bu1
reau does not become involved in the dispute resolution process."
Thus, an applicant must respond to a particular country's refusal, appeal
the decision, and negotiate any resolution directly with the trademark office in the relevant country. This could be a time-consuming and tedious
process if even a handful of countries out of the ninety-one member
countries reject an applicant's particular trademark registration. In short,
despite the significant efficiencies that the Madrid Protocol offers for
trademark registration, assistance from a local attorney who has experience with the pertinent trademark office could be invaluable.
C.

FRANCHISE AGREEMENT PROVISIONS

Nuances of Mexico's Labor Law, Antitrust Law, and Federal Civil
Code all contain potential pitfalls to a franchisor's interests. But by including certain provisions in the franchise agreement, a franchisor could
potentially navigate through some of these challenges.
For example, the Labor Law imposes upon employers various regulations regarding employee composition, wages, hours worked, and holidays." 2 Because these laws apply to any enterprise in Mexico involved in
the distribution of goods or services, a franchisor based outside of Mexico
could be subject to these laws. 113 But the Labor Law applies to individuals.11 4 Therefore, these laws might not apply to a foreign-based
franchisor where that franchisor takes two steps. First, require that the
prospective franchisee execute the franchise agreement as an entity,
rather than as an individual franchisee. 1 5 Second, stipulate in the
franchise agreement that both parties are executing the agreement as instate that the prospective franchisee is not the
dependent contractors and
6
employee."
franchisor's
109. See Giulio Martellini et al., INTA Participatesin Celebrationof Mexico's Entrance
to Madrid System, 68 INTABuLILETIN 9, May 1, 2013 at 1.
110. See Madrid Protocol,supra note 72, art. 5(3).
1ll. See WORLD INThELLEC-FUAL PROP. ORG., OB1JEC[VES, MAIN FEATURES, ADVANTAGES OF TiE MADRID SYSTEM, T 29 (2010).

112.
113.
114.
115.

See Labor Law, supra note 25, arts. 7, 31, 60, 69, 71, 74, 76.
Id. arts. 1, 16, 132.
Id. arts. 6, 8, 20.
See Mondragon, Mexico, supra note 34, at 139 6.

116. See id.
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Under Mexico's Antitrust Law, a monopolistic practice can include a
franchisor's attempt to sell its product or services in Mexico at a predetermined price. 117 When a franchisor imposes a retail price in Mexico,
the law asks whether that franchisor has substantial market power in its
relevant market.11 8 In determining the relevant market, the Antitrust
Law considers several factors, including the consumer's ease of obtaining
potential substitutes, distribution costs, and the consumer's ability to access other markets.1 19 In order to avoid such a fact-intensive inquiry, a
franchisor could insert a provision in the franchise agreement clarifying
that any price lists provided to the franchisee are merely suggested prices.
The franchise agreement could also expressly state that the franchisee is
not obligated to charge a particular retail price.1 20
Finally, the Federal Civil Code allows both parties to agree to their
own terms in the franchise agreement.1 21 In the event of a dispute, the
Civil Code provides that a contract will be given the literal meaning of its
terms when "the terms of a contract are clear and leave no doubt about
the intention of the parties.' 122 For a franchisor, this means that careful
drafting of the franchise agreement is critical. The terms should be carefully defined, and the intent of the parties should be clearly identified.
This is particularly important because Mexico is a civil law and not a common law jurisdiction. 123 Unlike the United States, where case law interprets legislation, in Mexico it is the law as presented in its codes that
provide the rules for interpreting contracts.' 24
V.

CONCLUSION

Mexico's franchise market is growing approximately three times faster
than the underlying economy. This growth is facilitated in part by Mexico's industrial property law that requires minimal documentation. In addition, Mexico's recent membership in the Madrid Protocol should ease
trademark registration in Mexico. But a franchisor that is considering
expanding into Mexico should recognize that Mexico's record of enforcing industrial property rights is weak. In addition, several local laws can
impose additional obligations upon a franchisor. Consequently, a
franchisor should take affirmative steps to navigate around these potential pitfalls. These steps include investigating a prospective franchisee's
117. Id.; see also Antitrust Law, supra note 23, art. 10(11). For more information on the
Federal Economic Competition Law, see generally Marco Hero & John Pratt,
Competition Laws and Data Privacy, in FUNDAMENTALS OF INTERNATIONAL
FRANCHISING 302-06 (Will K. Woods ed., 2nd ed. 2013).
118. See Antitrust Law, supra note 23, art. 11.

119. See id. arts. 12-14.
120. See Mondragon, Mexico, supra note 34, at 143 T 39.

121. See Civil Code, supra note 21, arts. 1832, 1839, 1858.
122. See id. art. 1851.
123. See generally, Rodolpho Sandoval & Chung-Pok Leung, A Comparative Analysis
of Intellectual Property Law in the United States and Mexico, and the Free Trade
Agreement, 17 MD.J. INr'L L. & TRADE 145, 152-53 (1993).
124. See id.
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previous franchises, executing confidentiality agreements with a liquidated damages clause, and inserting into a franchise agreement the particular provisions discussed in the article above. Finally, given that
Mexico has not yet amended the IPL and its Regulations to be consistent
with the Madrid Protocol, one should expect to see future changes to
these industrial property laws.
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